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Dear Mr. Flinner : 

A6 part of our review of AID’s accounting system, staff members 
of our Far East Branch visited the AID Missions in Thailand, Korea, 
and the Philippines in the fall of 1968 to survey Mission accounting 
procedures and practices. The results of this survey are summarized 
in the attachment. 

The field work carried out at the three Missions, while limited 
in scope, involved 6ome testing of the accounting system a6 it was 
functioning, and thereby disclosed some of the practical problems 
encountered in implementing the existing accounting system. Severe 1 
of the problem are& noted appear to have basic accounting systems 
implications and are presently being evaluated by our staff in their 
consideration of the several segments of AID’s accounting system now 
under review. 

For ease of presentation, the major accounting systems points 
disclosed in the survey have been synthesized into three broad 
areas-accrual.accounting, delay8 in transmitting financial data by 
AID/Washington to Missions , and control over AID-financed commodities. 
We would appreciate having your views on our finding6 in these areas 
and of any step6 taken or planned by AID to overcome the problem6 noted. 

The remaining points disclosed in the survey, generally Involving 
singular instances of noncompliance with existing directives, are listed 
on page 4 of the attachment. Mission officials agreed, for the mo6t 
part, with our observations and promised corrective action, A 

Sincerely yours, 

’ Frank M. &ppacosta 
Assistant Director 

Attachment 



Reoultl of survrv of 
AID Mirrion Accounting 

Procrdurrs and ?ractioez 

Accrual Accounting 

AID Manual Order 710 IS1 D-l provides that accounts era to be 
maintained on an accrued expenditure baeis. Our arurvey work disclored 
that the accounting records maintained in the three Piissions visited 
were geared to the allotment, obligation, and diebureement process. 
Accrued expenditure data wa6 being derived only when such data wae 
required for the preparation of quarterly and remi-annual reports to 
AID/Wa$hington headquarters. We found that the accrual data compiled 
for these reports wag not all-inclusive and in many ca6es the accruals 
ware clearly inaccurate. 

We believe that the deficienciee in accrual accounting noted in 
our survey resulted in part from the lack of readily available data 
with which to compile accurate accruals and the tight deadlines for 
submitting reports to AID/Washington. We aleo believe that the limited 
application of accrual accounting indicates that Mission officials do 
not fully appreciate the potential financial management benefits to be 
derived from accrual accounting. 

Our eurvey at the Korean Miseion illustrates the limited applica- 
tion of accrual accounting in the Missiona. We found that for adminis- 
trative funde, unliquidated obligation balance8 at the end of the 
reporting period were being reported a8 accrued expenditures for certain 
categories of expanse. For program funds, very few categoriae of cost 
were being compiled and reported on an accrued expenditure basis. 

The Miseion Controller stated that it is a very difficult and time- 
consuming process to identify and report all items which should properly 
be coneidered accrued expenditures. He pointed out, for example, that 
accrual costs for participants , commoditiee, and contractual services 
which are paid by AU)/Washington would be extremely difficult to deter- 
mine because Advice6 of Charge are not received from AID/kkshlngton 
promptly . The Controller expressed the view that accruals could be 
estimated in some cases but that such estimates would be of questionable 
value. 

At the Mission to the Philippines the survey showed that the guide- 
lines for accruing expenditures for commodity purchases were not being 
followed in all caees. ATD guidelines provide that receiving report8 
indicating receipt and acceptance, or bills of lading evidencing shipment, 
provide the basis for determining accounts payable for purchases of 
commodities. For coma cases we found that accruals were being estimated 
by prorating the total amount of the Project Implementation Order (PIO/C) 
over the delivery period indicated, or if a purchase order had been ieaued, 



the entire amount of the purchaaa order was accrued. fn other CaBes, 
the unliquidatad obligation baIances of the PIOICYs wera considered 
as accrued expendi tureu. These procedures had been adopted because 
reliable data concerning the shipment and receipt of commditiee was 
not svai lable. 

AID Mama1 Order 732.2 IB 4 encourages, but does not require, that 
local financial reports be prepared on the accrued expenditure basis. 
Our review of local reports at the three Mfssians visited did not dis- 
ctose any instrnoes where accrued expenditure data was called far. 

On the basis of our survey work we believe that thet financial data 
and reports now being produced in the Missions are not fully meeting 
the needs of Mission Rianagement personnel. The Mission Director in 
Thailand previously came to the same conclusion and requested consultant 
assistance in improving the MissionIs management information system, 
including its financial management aspects. Adoption of strict accrual 
accounting in the Missions would not sotve all informational problems 
overnight since it would also be necessary to develop (8) pertinent 
costs, and (b) a refined reporting system. It would, however, be an 
essential basic step toward developjnp a Folid, consistent data base 
which is the fundamental prerequisite to a sound financial manapement 
information system, 

Delays in transmitting financ,ial 
data by AID/Washington to Missions 

Delays in transmitting financial data between AID/Washington and 
the Missions resulted in the failure of the accounting records to 
reflect current financial data and distorted the financial reports. 
This situation is attributable in part to the sizable distances between 
the field and Washington and the fact that original accounting data 
relating to particular projects and programs is develomd at both loca- 
tions. The other contributing factor is the paper-work problem at 
AID/Washington headquarters. 

Our survey disclosed a number of cases of defays in receiving ner- 
tinent financial data at the Missions. One examnle involved expenditures 
of over $9OO,ooO in May and June 1968 by AID/Washington against a Korean 
Mission program allotment. Advicee of Charge were not issued to the 
Mission until July and August. Another instance noted at the Korean 
Mission concerned a case where training of participants in the United 
States was completed in January 1968. The Mission’ s accounting records 
at June 30, 1968, still showed an unliquidated obligation for this program 
becaume notification of disbursements made by AID/Washington had not been 
received. 



The work aarrfed taut at tha tira~n Misraten rhowed that in the 
ease of Participating Agency Sarvioe Agreements (PASAl, Am/Washington 
rawived the bill@8 and made the dieburaemente. The Mistsian was 
then advlewl eE the detatls of the erm~srctfons b9 A&ices sf charge. 
We noted that there wus often A consfdersble interval between %he time 
the PASA aerviaes were performed And the dste the Advices of Charge 
www rewivd In the Mimian. 

For eantrattQr8, we nQted that the Kereen tiission WA@ not receiving 
month19 atartewnts of work performed although Manual Order 732.2 pro- 
vides that Mission controllers should request such statements for use 
in determinfng weruals. The eontractors were submftting progress 
reports direobly te AID/Washington inasmuch as payments are approved and 
paid there. The Mission wue then advisad of the transactions by Advices 
of chsrgs. As in the QAW of bfllings under PASA agreements, the Advieeer 
of Charge for contracts were often reccivad by the Miss%on considerably 
after tha servicer ware performed. 

At the Thailand Mission we noted that the Mission was expezfencing 
A twm-to-three month delay betwaen the time AID/Washington made a dis- 
bursement against a PUssion allotment and the tfme the Mission received 
the Advtce of Charge trangferring accountability for the disbursement, 

Delays in receiving besic data at the Mlesions serlou5l9 inhibit 
the Missisns@ ability to prepare current B aeeurate ffnancial reports and 
therefore constitute a mejor obstecle to the development of solid finan- 
cial management deta far use in preparing periodic reports for use by 
Mission menagement personnel. To effectively manage resources and con- 
trol costs, it is essentfal that complete cost data, prepared on A 
consistent basis, be Available very shortly after cost8 er@ inburred. 
EMed on the survey werk in the Misslens, AID’s present accounting system 
is seribusly deficient in this respect. 

Control Over AID-Pinanced Commodities 

A consistent ehortcomlng noted et the Missions visited was the Iaek 
of control over AID-finsnced project comtuodities, 

In Kerea, project cditbes 83% first aeceived by OSROK, A Kbrean 
Government Agenoy, and then shipped in-country to the various project 
sites, The surve9 work disclosed that OSROK has never furnished the 
Mission with reeeivlng reports for projeet commodities. The survey fur- 
ther dgsolosad that although Mission personnel were assigned te each 
project, they ware not required to submit reports to the Mission on the 
eommoditiee racecived at the project sites. 
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Miroim afficzirls rdvired u@ that they ware mara of the weak- 
nmmaa in ccrrntrd ovar projwt esrroditicbr rnd that a pr0eedure was 
being drvelapetl te c0rrr0t thir sittartian, The new procedure wa6 to 
include phyaiarl itwpeotienr of the eaapadities by proj+at technieians- 
apening af erate6, testing equipment, etc ,, and submitting mmiving 
reporta to the 83iB6100. The Mirr%an Contmllsr t&aid that the Mi66ion 
w&6 conritted to A%D&rhin@on ts reralve the pr0bXam by December 31, 
1968, He 4180 6Uted that when the new 6yrtQm is fully t66td, the 
Mi66i0n Will rrSWWM?d it6 UM &ency-uidc. 

At thr Thailand 8!$66i0n, AID afftcials advissd u6 that they had 
recently inquired af AID/Washington a6 tO why grant and loan funded project 
cpmnwditie6 are net subjoet to the eentrol procedures devired for progr8m 
866i6tanc9 43osa#rditiQ&. Arrival records for project comm0ditie6 reflect 
receipt based upon bill af Wing de8aription6 which fn all c6ee6 do net 
prrcioely identify the 6hipment by brdeting line item, Quite often the 
bill of lading deccriptisns refer tcs %MK~I,~@ %arton6,*’ %rate6**’ or 
other csntainer dercriptian without Identifying the contents. 

The Mission Controller expaer6ed the view that although most ship- 
ments can b6 trcae6d to line item6 ordered from invoicea, packing lists 
and other dommentc received with rhipmsntr, it would be preferable to 
have line item receiving report6 from the Thailand Government, He stated 
that prfced, line item receiving report6 would provld6 better support for 
psymentr and improvsb the accuracy of aecruale far commodftie6. The 
Controller also etated that implementation of such a procedure would net 
be a simple aatter. 

k6ed on the result6 of the survey work it ia apparent that adequsts 
control6 for project coslaadities were nst in effect at the Mi6sion6 
Vi6itd, ft is also apparent that the weakneesee noted were due mainly 
to tha rbcrence of sound pracsdure6 rather than 6 fsilure to comply wSth 
erieting directiver, 

Other Matter@ Noted in the Survey 

,Ka.ma Mission 

1. Collectfons by the MSseion oashier were not being promptly deposited 
QEI required by AID Menual Order 75I.L.l~W-D. In the period covered 
in our test we noted that calleetiona had been heId by the amshier 
for period6 up to 26 days. 

2. Fiscal year 1969 funds were used far payment of ~Ilowances fer eduea- 
tioml expense@ incurred in fiscal year 1968. Thie situation occurred 
becsule obligation6 for reimburrsbla educational expen6eB far the 
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perhI January to June 8968 were not rrecordad until Augurt 1968 
Wht bdi66hbR 06@Oj?e~6 6Ub6k%%tMd ChlflrB fol!’ rOimb%I~6eUMit, %r 
tr6t check Qir(ola66d five rwb ~6666 tbtaldw $2,769, 

3, A %uc3dr in Tran6ft11 account f6r AXkwnd nanatpendable property 
was not being nuiatained l s required by AIll #mual Order 7S4.5. 

8, A eanrQdsa&blr number ef mror6 were mada in the leave recsrdr 
Of #i66iOn pW6WWkl. Xn an examination of leave record8 for 
iarve jW4W6 1966, 1967, MB 1968, ttW?4i68~~tirf? Audit Branch found 
that from 14 to 21 pemwtt af the records oxamined were in need 
0f rdjurtmmt , Iha b!isrion contrellrr agrcaed to ccmider insti- 
tuting a temporary procedure whereby control totals for leave would 
be ampiled and reeoncil6d. This procedure would be usad until 
the 6cmputerizmd payroll rystem at AU)I1Jsshington haadquarrere 
raaahes an aecrptable level of~reliability. 

1. 

2. 

3. 

4. 

5. 

The basis of allocating Saigon support costs between the program 
fund6 allotment (97 percent) and the administrative funds allot- 
ment (3 percent) did not appear to be equitable in view of the 
Mfrteion’o determination that 20 prrcent of the ehargtt for common 
use supplies at the Miaeion were properly allocable to administra- 
tive funds. Mis~~ion officials stated that the allocatfon used was 
an AID/Washington determination and that the Hfarsion did not plan 
to inftiate any change. 

Employee quarter8 essta were being allocated to the major allot- 
menta bared on the percentage ef personnel funded by each allotment, 
In our epdnion, a more accurate distribution of costs could be 
achieved by. dfrtrtbuting such core8 on a direct basis. Mieeion 
officials stated that direct costing had been tried but that prob- 
lene had been encountered beeauae the Controller’e Office was not 
promptly informed of changes in the occupancy of houses. Therefore, 
they plsnned te continue th6 exilsting methcd of allocation. 

Unliqufdated obligstlons were not being mdequately reviewed, 
resulting in a number of eases where reported unliquidated obliga- 
tions were invalid. 

Seven clatms totaling over $SOO,aaO were outetanding agetnst the 
Philippine tivernmant, in 8om6 case8 since 1963. Wumorour small 
amounta due from AID personnel had remained outetandiw for pertode 
of from four months to several years. Some of the personnel 
involved were no lone&r aeeigned to the Miosisn. 

Differsncee between control account bolencer md physical inventor- 
irr of Mia6forr~~1ed nonexpendable property were not promptly 



IWCtlWd I) Wei uare advfrcr$ that Ed reeounte were utge ta reooneSlr 
th8 dfff8rsncet rnd t’taat reparts of survey were prepared 6nly If 
evmregre or uhortager rrtirted in two rentrcutIvr yearr. w* notad 
that the MScrlon did not mnintain genetal lrdlgea eantrol l ecount~ 
far Trurrt ~nd-awned narrrxpendable property. 

1. Our revlew of counterpart fund accounting at the Mfsslon disel~sec! 
the follewingr 

(a) An annual budget by object class cada far the trust fund, 
required by the Hmummdura of Underetandinp wdth the 
RQyal Thailand Csvemnumnt, had not bmn prepared. 

(b) A general~4edger with control accounts far trust fund 
cash and prcrperty wao not being aaaintafned. 

(cl Delays of up to several months were narsd la dsobldgatdng 
funds in the trust fund account, 

2. The A%D-owned property account balsncae at the close of fiscal year 
1968 weta not fn &grecmnt with the subsidiary property records. 




